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KEY ECONOMIC INDICATORS 
(Money values in millions of dollars except where noted) 


1977 1978 1979 


NATIONAL INCOME AND PRODUCT 

Gross Domestic Product (Current Prices) 40,361 46,117 57,302 
Gross Domestic Product (1970 Prices) 18,881 19,257 20,664 
Gross National Product (Current Prices) 38,485 43,979 54,901 
Gross Domestic Fixed Investment 10,732 11,418 13,755 
Government Consumption 5,860 6,338 7,382 
Private Consumption 22,599 25 ,089 30,112 
Real Growth Rate (GDP) 0.12 2.3% 2.1% 
Per Capita GNP (Dollars at Current Prices) 1,391 1,596 1,955 
Population (thousands) (2) 26,731 27,399 28,084 


FINANCE 

Value of Total Foreign Exchange Reserves (3) (4) 906 2,564 5,059 
Gold Reserves of Reserve Bank (3) (millions of oz) 9.7 97 10.0 
Other Foreign Exchange Reserves, Res. Bank (3) 401 419 422 
Money Supply (3) 5,361 5,905 7,381 
Money and Near Money (3) 11,513 12,969 15,205 
U.S. Direct Investment (Book Value) (5) 1,791 1,994 -- 


TRADE 

Exports (excluding gold) (FOB) 7,224 8,523 10,538 
Export Value of Gold Output 3,214 4,442 7,143 
Imports (FOB) 7,926 9,209 11,506 
Exports to U.S. (5) 1,269 2,259 2,616 
Imports from U.S. (5) 1,054 1,079 1,406 


INDICES 

Manufacturing (3) (6) 115.8 121.7 129.9 
Mining (except gold) (3) (6) 145.4 143.9 161.4 
Consumer Prices (3) 128.8 143.4 163.5 
Employment (non-agricultural) 119.9 122.6 125.1 


BALANCE OF PAYMENTS 

Current Account Balance +473 +1,529 +3,697 
Visible Trade Balance (incl. gold exports) +2,538 +3,788 +6,176 
Services Balance -1,996 -2,199 -2,678 
Long-term capital flow (net) +340 -6 -898 


PUBLIC FINANCE 

Exchequer Receipts (excluding borrowing) 8,018 9,176 11,576 
Exchequer Issues (excluding borrowings) 10,005 11,643 14,157 
Government Budget Deficit (excluding borrowings) 1,987 2,466 2,581 
External Public Debt 1,559 1,361 1,231 


Notes on exchange rate and sources: All data has been converted at the official rate of R1.00 
= $1.15 for 1977 and 1978. For 1979, data has been converted at the average exchange rate 

for the year, R1.00 = $1.19. Sources are South African except where noted. Data for pre- 
vious years is subject to revision by the Reserve Bank and may differ slightly from previously 
published data. Included within the South African figures are data for Southwest Africa 
(Namibia), Transkei, and Bophuthatswana. 


Notes to Table: (1) Percentage changes are based on rand values to avoid influence of exchange 
rate variations; (2) Includes Transkei and Bophuthatswana; (3) As of the end of the year; 

(4) Gold portion of Reserves valued at $33 an ounce up to April 1978 and thereafter at 902% 

of average monthly free market price; (5) U.S. data; (6) Physical volume of production. 





SUMMARY 


The South African economy continued its upturn in 1979 with real Gross Do- 
mestic Product (GDP) increasing by 3.7%. This compares to 2.3% in 1978 and 
represents the highest growth rate since 1974. As a result of the stronger 
gold price, Gross National Product (GNP) rose more rapidly than GDP, in- 
creasing by 5% in real terms during 1979. Domestic economic growth was re- 
tarded in the first half of the year by the sharp rise in the price of petro- 
leum products but picked up in the second half as consumer demand and manu- 
facturing responded to earlier fiscal stimulus. Growth was fairly evenly 
distributed among the various sectors in 1979 with manufacturing, non-gold 
mining, and services performing particularly well while agriculture and 
commerce showed lower growth than the previous year. Real Gross Domestic 
Investment increased slightly after three years of decline. The inflation 
rate in 1979 climbed to 14% from 11% the previous year due largely to the 
higher oil prices. South Africa's international trade position strengthened 
considerably in 1979 as the value of gold exports rose 55% and non-gold ex- 
ports 19%. The country's current account surplus doubled to a massive $3.7 
billion. This was accompanied by a large capital outflow as net repayments 
were made on foreign loans. 


The outlook for the South African economy is extremely favorable with real 
GDP expected to increase 5-6% in 1980. Economic growth expanded strongly 

in the latter part of 1979, and all indicators point to a further accelera- 
tion in the current year. Consumer spending showed substantial growth in 

the first quarter of 1980 and will be further stimulated by the large tax 
cuts announced in the March budget. Spurred by the higher prices for gold 
and other minerals, considerable investment is taking place in the mining in- 
dustry, and the steady increase in the utilization of plant capacity is ex- 
pected to cause an upturn in industrial investment. This investment will be 
facilitated by the excess liquidity being generated by the country's large 
current account surplus which, if gold prices remain in the $450-550 range, 
is expected to be even larger in 1980. The momentum of this economic up- 
swing should carry over into 1981 at around the 5% rate assuming there is no 
major deterioration on the political side. However, two problem areas appear 
on the otherwise bright economic horizon. The first is the shortage of skilled 
labor which is expected to emerge as a major constraint as economic growth 
nears 6% and secondly, the declining levels of economic growth in the major 
western countries will eventually impact on South African mineral exports. 


U.S. exports to South Africa jumped 302% in 1979 to $1.4 billion. This rep- 
resented a significantly larger percentage increase than for overall South 
African imports (up 212) and enabled the U.S. to recover a portion of the 
market share it lost in 1978. South African exports to the U.S. rose 162 

to $2.6 million, and the U.S. trade deficit with South Africa remains over 

a billion dollars. American investment in South Africa continues to gradually 
expand, reaching $2 billion at the end of 1978. The outlook for U.S. exports 
to South Africa in 1980 is very favorable due to the rapid growth taking place 
in the South African economy. Sophisticated capital equipment for mining and 
manufacturing should have particular potential as will data processing equip- 
ment and various chemical products. Obstacles, such as the absence of ExIm 
guarantees, exist but these are not expected to prevent a further substantial 
growth in American exports to South Africa. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


National Accounts - Steadily increasing growth 


The gradual acceleration in South African economic growth which followed the 
1975-77 recession continued in 1979. Gross Domestic Product (GDP) increased 
by 3.7% in real terms compared to 2.3% (revised) in 1978 and zero growth in 
1977. Of particular significance is the fact that for the first time since 
1974, real growth in GDP exceeded the 2.5% population growth rate thus pro- 
ducing a modest increase in real per capita GDP. Real Gross National Product 
(GNP) grew by 5% in 1979, up from 3% the previous year. The more rapid growth 
in real GNP compared to GDP reflected the improved. terms of trade as prices of 
exports, primarily gold, increased at a faster pace than those of imports. 
South Africa's GDP at current prices increased by 20% in 1979 to a total of 
$57 billion. 


Most sectors of the economy showed higher real growth in 1979 with non-gold 
mining (up 9%), manufacturing (up 6.5%), construction (up 1.5% after several 
years of decline), and services (up 5%) showing particular strength. Ex- 
ceptions were commerce (down 2.5%) and agriculture which was up only 1% due 

to a dry year. Real private consumption expenditure was up 2.7% while real 
Government consumption expenditure showed no growth. After three years of 
decline, real gross domestic investment increased by 2Z% in 1979 with parastatal 
corporations being responsible for much of the growth. 


The economic trend over 1979 was marked by somewhat sluggish growth in the 
first half of the year as the recovery in consumer spending and business 
confidence were affected by massive increases in the price of oil products. 
However, in the second half of the year and particularly in the fourth 
quarter, the impact of various Government fiscal stimulatory measures and the 
continuing strong export performance began to make themselves felt. Growth 
in the fourth quarter jumped to more than a 10% annual rate. While figures 
are not yet available, all evidence points to a continued strong growth rate 
in the first quarter of 1980 pushed on by the massive increase in the gold 
price and surging consumer demand. 


Balance of Payments - strong mineral exports produce record current account 


Perhaps the most important single factor in South Africa's improved economic 
position has been the impressive performance of the balance of payments. The 
current account in 1978 showed a large surplus of R1,330 million ($1,592 
million) but in 1979 this surplus more than doubled to R3,107 million ($3,697 
million). The major factor behind this exceptional growth in the current 
account surplus was increased prices for South Africa's mineral exports. Gold, 
the country's largest export, showed the most spectacular price increase, but 
prices for other exports such as platinum, diamonds, ferrochrome, uranium, 
maize, and wool were also up. Export volumes increased 4%. The value of non- 
gold exports increased 19% in 1979 to R8,856 million ($10,538 million) with 
growth in the second half of the year particularly strong. Gold exports jumped 
55% to R6,003 million as the gold price rose from an average of $193 an ounce 
in 1978 to $307 in 1979. Imports were up by 212% in value in 1979 to R9,669 
million ($11,506 million) with oil imports up sharply. The volume of imports 
was down slightly due to a drop in the volume of motor fuel imports. The 
negative balance on services and transfers increased to R2,083 million ($2,479 
million). 
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The capital account again showed a large net outflow in 1979 amounting to 
R3,082 million ($3,667 million). Of this, R2,215 million ($2,635 million) 
represented short-term movements of the private sector and was caused in large 
measure by the continued switching of trade financing from foreign to domestic 
sources due to the lower interest rates in South Africa. There was a R755 
million outflow of long-term capital due primarily to the repayment of foreign 
loans by the private sector and parastatal corporations. The high level of 
capital outflow has not been a source of major concern in 1979 since most of 
it is going to reduce South Africa's net indebtedness to foreign countries. 

It also reflects the large gap which has opened up between South African in- 
terest rates (near 9% in May 1980) and those of the U.S. and Europe (U.S. 
prime rate was about 18% in May 1980). This gap in turn reflects the fact 
that the huge current account surplus is generating far more liquidity than 
required for the thus far modest growth in domestic investment. For the time 
being at least, South Africa has become a net capital exporter. 


One of the better measures of South Africa's overall balance of payments po- 
sition is the change in net foreign reserves defined as gold and foreign ex- 
change reserves minus short-term foreign liabilities of the monetary banking 
sector. During 1979 net foreign reserves (excluding changes caused by re- 
valuing gold reserves) increased by R466 million ($554 million) following a 
R474 million increase in 1978. Gross gold and foreign exchange reserves in- 
creased by R2,052 million ($2,442 million) in 1979 to R4,282 million ($5,095 
million). Virtually all this increase was due to the revaluation of gold re- 
serves in line with the increasing gold price. By the end of March 1980 gold 
and foreign exchange reserves had climbed to R4,748 million ($5,840 million) 
due both to increases in foreign cash assets and further revaluation of gold 
reserves. 


In February 1979 the South African Government announced that the rand, which 
had been fixed to the dollar since 1975 at a rate of R1.00 equals $1.15, 
would follow a managed float against the dollar and other currencies. As a 
result of the large South African current account surplus, the rand appre- 
ciated by 5% during 1979 to. R1.00 equals $1.20. In the first four months of 
1980 the appreciation continued reaching R1.00 equals $1.25 at the end of 
April. Many economic observers believe the appreciation would have been even 
greater if the Reserve Bank had not acted to limit the rand's upward movement. 


Energy - increasing degree of self-sufficiency 


South Africa was hit by large increases in the cost of imported oil in the 
first half of 1979 and for a brief period had difficulty in obtaining any 
supplies at all. However, in the second half of the year, the supply situ- 
ation eased, and the country has not encountered any apparent problem since 
then in obtaining its oil needs in spite of a boycott by many oil producing 
countries. Although the cost of oil imports is estimated to have shown a 502% 
growth in 1979 to around $3 billion, the price of gold and other South African 
mineral exports has increased far more rapidly so that no major balance of pay- 
ments problems have resulted. In early 1980, the Sasol II oil-from-coal plant 
came on stream and when full production is reached in 1981 is expected to 

bring the percentage of South African crude oil needs supplied by Sasol to 252. 
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When the Sasol III plant enters full production around 1983, this is estimated 
to rise to about 50% of current imports. In addition, private sector interest 
in the development of ethanol and methanol plants has also been announced. 
South Africa also benefits from the fact that only about 252% of its energy 
needs come from oil so that its dependency on imported energy is steadily de- 
clining. 


Labor and Prices - employment gradually picks up 


Growth in employment traditionally lags behind the overall economic growth 
rate, but there is evidence of an acceleration of employment levels in the 
second half of 1979. While employment in non-agricultural sectors rose by 
only 1.8% in the first three quarters of 1979, certain key sectors for whom 
full year figures are available showed significantly larger increases. Em- 
ployment in manufacturing, mining, construction, railways, and electricity 
increased 6Z between December 1978 and December 1979 with the increase for 
black workers being 52. The employment figures have tended to confirm that 
the greatest demand is for skilled workers, and this is expected to emerge as 
a problem area in 1980 as the country's supply of skilled labor is quite 
limited. Government unemployment figures show a decline for all population 
groups in 1979 with the figure for blacks falling from 9.3% to 9.0%. However, 
the Government survey is believed to understate the level of black unemploy- 
ment by a substantial margin (500,000 vs. private estimates of 1-2 million 
depending on definition). It is, therefore, not clear that the increasing 
rate of economic growth has as yet caused any reduction in the relatively 
high black unemployment level which has built up over the previous years of 
low growth. The fact that the black workforce is growing by around 200,000 
persons a year requires an estimated 5-6Z% rate of real growth to provide jobs 
for this number. 


Average real wages for all workers showed a marginal decline of 0.9% in the 
first nine months of 1979 compared to a slight increase of 0.2% in 1978. 

Real wages of whites declined by 1% in the first three quarters of 1979 while 
those of non-whites were virtually stagnant (+0.32).. 


The inflation rate accelerated in 1979 as the consumer price index increased 
by 13.82% between January 1979 and January 1980. This compares with 11.22 
for 1978 and 11.0% for 1977. The major factor behind the higher inflation 
rate was a sharp jump in the price of imported oil which together with the 
Government's efforts to curb consumption, caused an 862% increase in retail 
gasoline prices in the first half of 1979. The consumer price index showed 
a lower rate of growth in the fourth quarter (10.62) than for the year as a 
whole and for the twelve months ending March 1980 consumer prices showed an 
increase of 13.1%. This has led some to the expectation that 1980 will see 
a decline in the inflation rate if major new oil price increases can be 
avoided. However, there is concern that the higher rate of economic growth 
may cause the current cost-push inflation to be replaced by demand based 
inflation. 





Ja 


Mining - higher prices spur boom 


The mining industry enjoyed another banner year in 1979 as a result of the 
rapid increase in world prices for South Africa's mineral exports. Overall 
South African mineral sales, including gold, increased 42% in 1979 to R9,768 
million ($11,624 million). Gold exports climbed 55% to R6,003 million ($7,143 
million) as the price increased from $210 an ounce to $480 over the course 
of 1979. In the first quarter of 1980, the gold price briefly rocketed to 
$800 an ounce before settling back into the $500-600 range in April and May. 
The volume of South African gold production, which represents about 60% of 
the world's total, fell by 2% in 1979 to 22.6 million ounces. The volume of 
gold production has shown a modest decline in the first four months of 1980 
due to the policy of mining lower grade ores in periods of high prices. If 
this trend continues, gold production may drop to slightly below 22 million 
ounces in 1980. In March the South African Government announced a reversal 
of its previous policy of selling gold as it is produced and stated the Re- 
serve Bank may instead buy some of the gold production for reserves. 


The spectacular growth in gold revenue has tended to hide the fact that South 
Africa's other mineral exports also showed considerable growth in both value 
and volume. Coal production climbed from 90 million tons in 1978 to 103 
million tons in 1979. Coal exports rose in volume from 15 million tons to 

23 million tons in 1979, and the value was up 56% to R508 million ($603 
million). Coal exports are projected to reach 40 million tons in 1985, and 
South Africa is rapidly emerging as a major force in the world coal trade. 
Diamond sales rose 22% to R547 million ($650 million), but this is a producer 
price and understates the actual export value. Copper sales rose 40% to R294 
million of which exports are R190 million. Manganese sales jumped up 54Z to 
R175 million ($208 million) with exports of R129 million. Iron ore production 
rose 29% to 31 million tons, and the value of exports rose 17% to R224 million. 
Chrome ore production rose 9% to 3.3 million tons while exports fell from 

R48 million to R39 million as more chrome ore was refined domestically into 
ferrochrome. Platinum production is estimated at 1.9 million ounces in 1979 
and, while export figures are not yet available, they are believed to be above 
R500 million ($590 million) in view of the large increases in platinum prices. 
Uranium exports are also up from the estimated R500 million level in 1978, 

but no precise figures are available. 


It is significant that the volume of South African mineral exports has con- 
tinued to show significant growth in most commodities in spite of declining 
rates of economic growth in most of the major western nations. It 
appears that the large investments which South Africa made in the mid-1970's 
in new port and rail facilities to support mineral exports have placed the 
country in a very strong competitive position in the international mineral 
trade. There is concern, however, that the further weakening of economic 
growth in South Africa's market countries will cause slower growth in non- 
gold mineral exports in the second half of 1980. 





Industry - strong growth 


Manufacturing was one of the stronger sectors in 1979 with real growth of 
6.5% compared to 4.5Z in 1978. The index of the physical volume of manu- 
facturing production increased by 7% over the course of the year. Capital 
goods benefited particularly from the number of infrastructure and industrial 
projects underway such as the two new Sasol oil-from-coal plants and capital 
investments by the railways and electrical commissions. Utilization of in- 
dustrial capacity increased from 85.0% in November 1978 to 87.12% in November 
1979. Steel production rose by 12% to 8.7 million metric tons and steel ex- 
ports were up moderately in 1979. Production of ferro-alloys (ferrochrome 
and ferromanganese), which are largely for export, increased 40% to 1.6 
million tons. Sales of new cars were up 4.2% in 1979 to 213,270 units while 
sales of commercial vehicles rose 1.8% to 100,809. Car sales in the first 
four months of 1980 have shown considerable strength, increasing by about 
20% compared to the same period in 1979. Sales of commercial vehicles were 
up 16Z in this period. 


Agriculture - drought cuts production in 1979 


As a result of a dry year in the main growing areas, the volume of corn pro- 
duction, the country's largest crop, declined in 1979 to 8.2 million tons 
compared to 10.1 million tons in 1978. Corn exports declined from 3 million 
tons in 1978 to 2.5 million tons in 1979. 


Sugar suffered a second year of low world prices and export earnings, though 
up from 1978, were below average. 


In spite of these setbacks, the contribution to GDP by agriculture showed a 
small increase of 1Z in 1979 as other crops such as wheat, deciduous and 
citrus fruit, tobacco and cotton increased enough to offset the decline in 
corn. Wool exports increased, mainly due to better world prices. 


In contrast to the previous year, most of the country had good rains in the 
1979/80 season, and the 1980 corn crop now being harvested is estimated at 
10.6 million tons. This should allow exports of 3.5 million tons in 1980. 


Weather in the sugar growing area has been less favorable, and a lower crop 
is anticipated. 


Deciduous and citrus fruit crops now being harvested are good and export 
prospects are favorable. 


Government Finance - major tax cuts expected to spur growth 


One of the effects of the higher gold price has been a sharp increase in 
Government revenue from gold mine taxes. In FY-1979/80 revenue from gold 
taxes reached R1,600 million ($1,900 million), roughly double original pro- 
jections. In FY-1980/81 gold revenue is projected at R2,500 million. As a 
result, the South African Government was able to present another strongly 
expansionary budget in March 1980. The highlight of this budget was large 
cuts in income tax on individuals together with other tax cuts totaling R1,600 
million ($1,900 million). Included in this amount was elimination of the 
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7.5% surcharge on imports. The objective of these tax cuts is to channel 
more of the gold revenue into the domestic economy than has hitherto been the 
case and to raise real incomes. The increase in Government spending is pro- 
jected to rise 14% in FY-1980/81 to R13.1 billion ($16.2 billion). This is 
roughly equal to the 1979 inflation rate so there will be little increase in 
real terms. 


Economic Prospects - 1980 expected to be boom year 


After five years of low to moderate growth, the South African economy shows 
every evidence of having entered a period of very strong growth in 1980. 
Economic indicators in the first quarter of 1980 are up significantly for 
virtually every sector of the economy and further acceleration is expected 
in the remainder of the year. Consumer spending, which was rather weak up 
until the final quarter of 1979, increased 20% in the first quarter of 1980 
and will receive a further boost from the large tax cuts announced in the 
March budget. Exports, led by gold, continue to show considerable strength 
with first quarter exports being 64% over the same period in 1979 and non- 
gold exports up 23%. Higher mineral prices have caused the mining industry 
to embark on a major investment program which has been paralleled by large 
new capital projects in the energy and import replacement fields. Increasing 
demand will cause a further growth in industrial production which in turn 
should trigger new industrial investment in 1980 as utilization of plant 
capacity is approaching what is generally considered the maximum practical 
level. Finally, agriculture is expected to show substantial growth as a 
result of the bumper corn crop. 


The strong position of the domestic economy is paralleled in the country's 
international trade position. A trade surplus of R2,478 ($3,050 million) 
was reported in the first quarter of 1980 and Minister of Finance Horwood 
stated that preliminary figures show another record current account surplus 
in this period. This stems primarily from the fact that the gold price has 
averaged $590 an ounce in the first four months of 1980, well above the $307 
average in 1979. An average price of $500 would bring South Africa about 
$11 billion in gold exports in 1980 compared to $7 billion the previous year 
if volumes remain constant. Gold has been an extremely volatile commodity, 
and the price could weaken from the $500-600 level of April and May 1980. 
However, nearly all financial observers in South Africa are projecting a 
higher average gold price in 1980 than in 1979. Total imports were up 362 
in the first quarter of 1980 compared to the same quarter in 1979, and non- 
oil imports were up 28%. If the gold price averages above $450, a further 
increase in the massive current account surplus of 1979 ($3.7 billion) 
appears likely although this could be modified by a further appreciation 

of the rand. The Reserve Bank in April 1980 moved to raise the forward 
margin on foreign exchange cover which has the effect of largely equalizing 
the interest rates between South Africa and the major western countries for 
trade financing. Because of this and the increasing demand for investment 
capital within South Africa, the capital outflow is likely to be smaller in 
1980. Therefore, net reserves should show another substantial increase. 
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The overall impact of the foregoing factors is expected to produce a rate of 
real growth in GDP of about 5.5% in 1980. The upswing appears likely to con- 
tinue through at least the first half of 1981 at around a 52% annual rate 
assuming there is no major deterioration in political conditions. One of 

the most significant aspects of this higher rate of growth is that for the 
first time since 1974, the economy is expected to generate enough new employ- 
ment to meet the high rate of growth in the black workforce. However, it is 
not clear if the growth rate will be adequate to produce a major reduction 

in the backlog of unemployed blacks. It is also worth noting that the strong 
rate of economic growth is being achieved without a net capital inflow. This 
reflects the fact that the large current account surplus is generating ade- 
quate capital to finance domestic investment without recourse to foreign 
capital. Thus, for the time being, South Africa has shifted from being a 
traditional capital importer to being a capital exporting nation. How long 
this situation will continue will depend largely on trends in the price of 
gold and other South African mineral exports. 


There are two economic factors which are expected to act as brakes on the 
strength and duration of the upswing. The first is an emerging shortage of 
skilled labor caused by nearly full employment among the white population 
and an insufficient number of skilled black workers due to inadequate train- 
ing and educational programs. South African industry has become increasingly 
capital intensive over the last ten years, and the shortage of skilled labor 
(in contrast to a surplus of unskilled labor) is likely to prevent economic 
growth from climbing much above 6% in 1980 although precise estimates on the 
impact are not possible. 


A second problem area is the fact that South Africa's economy is rapidly ex- 
panding at a time when economic growth in the U.S. and most of the major 
European countries is significantly weakening. These countries are the major 
customers for South African mineral exports, so that growth in non-gold ex- 
ports is likely to show in the second half of 1980 and by the middle of 1981 
will probably start acting as a brake on the overall economic upswing. 


The inflation rate has dropped from a 14% rate in 1979 to about a 12% annual 

rate in the first quarter of 1980. With the stronger economic growth, there 

is concern that the current cost-push inflation, caused largely by higher 

oil prices, may be replaced by demand-pull inflation. Nevertheless, a modest 
decline in the inflation rate to perhaps 13% is looked for in 1980. 


As has been true for several years, it is not possible to discuss the economic 
outlook for South Africa without reference to the internal and external poli- 
tical situation. Externally the settlement in Zimbabwe (Rhodesia) in 1980 

has significantly reduced tensions in one major area of instability, but the 
problem of Namibia remains. Internally, Prime Minister Botha in 1979 an- 
nounced a policy of eliminating many areas of racial discrimination and giving 
blacks a greater role in the economy. Thus far, however, comparatively few 
steps have been taken to actively implement this policy, and some observers 
have begun to express disillusionment. Peaceful manifestations of political 
discontent such as a recent school boycott by non-white students have occurred, 
but there have not been major outbreaks of political violence in the last 
several years. However, the potential for a deterioration in the internal or 
external political situation to adversely affect economic prospects continues 
to exist. 





IMPLICATIONS FOR THE U.S. 


U.S. Exports to South Africa up sharply in 1979 


Economic relations between South Africa and the United States increased sig- 
nificantly in 1979 as two-way trade climbed 20% to $4,022 million. In con- 
trast to 1978, the largest growth was in U.S. exports to South Africa which 
were up 30% while U.S. imports from South Africa were up 16%. Nevertheless, 
the U.S. continued to run a large trade deficit of $1,210 million with South 
Africa. U.S. direct investment in South Africa increased 11% in 1978 to 
$1,994 million, and this general trend is believed to have continued in 1979. 


U.S. exports to South Africa made a surprisingly strong recovery in 1979 after 
a rather poor showing in 1978. According to the U.S. Department of Commerce 
figures, American exports to South Africa increased by 30% in 1979 to $1,406 
million. This compares with $1,079 million in 1978 and $1,054 million in 
1977. Overall South African imports rose by 21% in 1979 with non-oil imports 
up 12%. Thus, the U.S. market share (excluding oil imports) recovered to 
17.6% compared to 15.8% in 1978. However, it remains below the 19Z and 212 
market share levels reached in 1977 and 1976 respectively. The U.S. in 1979 
was again in third place among exporters to South Africa. The Federal Republic 
of Germany and the United Kingdom respectively ranked first and second, but 
very little separated the three leading countries. The performance of U.S. 
exports was particularly impressive when taken against the background of 
several significant obstacles. These included the fact that as a result of 
the Evans Amendment, no new ExIm guarantees or insurance have been approved 
for South Africa since late 1978. Also, under regulations which came into 
effect in 1978, sales to South African police or military of any U.S. products 
or products containing U.S. components or technology have been prohibited. 

The stronger showing by U.S. exports in spite of the obstacles is believed to 
reflect at least in part the fact that South African imports have increased 
sharply in the area of sophisticated capital equipment for industry and mining, 
a field in which the U.S. traditionally had a strong technological advantage. 
Exchange rate factors also helped to make the U.S. more competitive. 


Virtually all categories of U.S. exports to South Africa increased in 1979 
with the strongest growth occurring in chemicals, industrial and mining ma- 
chinery, special purpose transport equipment, data processing equipment, and 
light aircraft and parts. Even consumer products, which is not a strong 
market area for the U.S. in South Africa, showed significant growth. Specific 
product areas which increased substantially in 1979 were rice (up from $34 
million in 1978 to $44 million in 1979), organic chemicals ($33 million to 
$54 million), synthetic resins ($26 million to $46 million), miscellaneous 
chemical products ($36 million to $44 million), paper and paperboard ($31 
million to $38 million), civil engineering and contracting equipment ($69 
million to $95 million), mechanical handling equipment ($25 million to $34 
million), office machines and data processing equipment ($55 million to $75 
million), road vehicles and parts ($63 million to $87 million), aircraft and 
parts ($21 million to $48 million), and measuring instruments and equipment 
($38 million to $58 million). Declines were posted in power generating ma- 
chinery ($62 million to $52 million) and tractors and agricultural equipment 
($37 million to $27 million). 
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South African exports to the United States went from $2,259 million in 1978 
to $2,616 million in 1979, an increase of 16%. As in 1978 the major cate- 
gories of exports were diamonds, gold coins, ferrochrome, ferromanganese, 
platinum group metals, iron and steel, and assorted industrial minerals such 
as nickel, manganese, coal, and uranium. The largest increase occurred in 
industrial and gem diamonds which rose from $615 million in 1978 to $760 
million in 1979. Platinum group metals (used in automobile emission equip- 
ment) jumped from $288 million to $556 million. Ferrochrome and ferro- 
manganese climbed from $156 million to $184 million. Sugar and molasses ex- 
ports jumped from $3 million to $30 million. Coal exports to the U.S. were 
up from $18 million to $23 million. This amounted to 1.1 million tons of 
coal, and South Africa has now become the largest exporter of coal to the 
U.S. Uranium exports rose from $15 million to $17 million while nickel ores 
and concentrates doubled to $20 million. The major area of decline was gold 
coins which fell from $651 million to $522 million. Exports of iron and 
steel to the U.S. also fell from $93 million to $83 million. It should be 
noted that South African exports of gold bullion generally go initially to 
European countries so that any U.S. imports in this category would not appear 
in the U.S./South African trade statistics. 


Excellent prospects for U. S. exports 


The strong growth occurring in the South African economy in 1980 is expected 
to result in an increase in non-oil imports of at least 25% and provide con- 
siderable opportunity for further growth in U.S. exports. Demand is expected 
to be up for capital, intermediate, and consumer goods, but U.S. companies 
should particularly benefit from the rising demand for sophisticated capital 
equipment as a result of the major new investments taking place in the in- 
dustrial, energy, and mining fields. For example, in the mining field, in- 
vestment projects totalling over $3 billion are underway or have been an- 
nounced. In the energy field, the Electrical Supply Commission plans to 
spend about $10 billion on new plant and equipment over the next ten years. 
The $3.5 billion Sasol III oil-from-coal project is still under construction. 
Also, the private sector has announced plans for projects such as an ethanol 
plant ($700 million) and a methanol plant ($450 million). Feasibility studies 
are underway on a billion dollar private sector oil-from-coal project (not 
Sasol). A massive amount of industrial investment is also taking place in 
such areas as steel plants, a synthetic rubber and carbine plant, a poly- 
ethylene plant, a gearbox and steering box plant, paper and pulp mill ex- 
pansions, and supermarket chain expansions. In each of these areas, invest- 
ment projects of over $100 million are taking place. Also, the Post Office 
is engaged in a several billion dollar expansion and modernization of the 
telephone network. One of the largest industrial investments taking place 

is the $350 million Atlantis Diesel Engine Plant. This project, however, is 
a two-edged sword for U.S. exporters as it is expected to replace many cate- 
gories of diesel engines now being imported. The Government has announced 
that substantial tariffs will be levied on diesel engine exports once the 
plant comes on stream in 1981. 


General categories of products which are believed to hold particular potential 
for U.S. exports in 1980 are mining and construction equipment, bulk handling 
equipment, process control and test equipment, machine tools, computers and 
office machines, chemicals, education and training aids, and chemical and 
chemical products. South Africa domestically produces a wide variety of 
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consumer products and U.S. firms have usually found that licensing offers more 
potential than direct sales. However, there are exceptions such as leisure 
time products which will benefit from the increased consumer incomes in 1980. 
Specialized sports products are a particularly expanding market. 


Regarding the Export-Import Bank programs, procedures were drawn up by the 
U.S. Government in late 1979 for determining whether individual South African 
companies would meet the labor standards laid down in the Evans Amendment. 
However, as of May 1980 no new ExIm guarantees or insurance had been approved 
since the end of 1978. The absence of these programs did not prevent a major 
expansion of U.S. exports to South Africa in 1979, but U.S. firms planning 

to do business in South Africa should be aware that they may well not be 

able to utilize ExIm facilities. 


U.S. direct investment in South Africa amounted to $1,944 million at the end 
of 1978, an 11% increase over the course of the year. Just over 300 American 
companies have subsidiaries in South Africa. Investment figures are not yet 
available for 1979, but there is believed to have been a further gradual 
increase in the level of U.S. investment as several firms, particularly in 
the automobile field, have announced expansion of their facilities. Out- 
standing American bank loans to South Africa amounted to $2.2 million in mid- 
1977 but are believed to have declined considerably since then as South 
Africa has made net repayments of its foreign obligations. 


The United States Government neither encourages nor discourages American in- 
vestment in South Africa. American companies considering investment in 
South Africa will wish to take into account both the economic and political 
situation within the country including the impact of the system of legalized 
racial discrimination on long-term stability. Potential and current U.S. 
investors should also give careful consideration to relations with their non- 
white workforce. The United States Government strongly urges U.S. firms to 
assume sufficient responsibility for the adequacy of their compensation and 
other benefits to permit a decent standard of living for all their workers. 
It supports the Sullivan Guidelines which call for equal and fair treatment 
as well as advancement of black workers. Guidance in employment practices 
for South Africa is available from the U. S. Embassy and Consulates General, 
South Africa, and from the Department of State and the Department of Commerce 
in Washington. 
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